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Abstract 
Our previous research focused on highlighting the impact of financial crisis on foreign direct investments (FDI) level in 
Romania and Central and Eastern European (CEE) countries. Going further, this paper aims to analyze in more detailed 
the impact of major macroeconomic factors on territorial distribution of FDI in Romania, during the period 2006 – 2012. 
We must be aware that, FDI can be influenced by investments made by the public authority regarding the infrastructure, 
education or other social aspect. In this context, in order to improve the level of FDI in a specific region, we have to know 
what will be most viable tool to utilize to achieve it. For accomplishing this, we will use a regression model and panel data 
methodology, which will help us to identify the influence of several macroeconomic variables on FDI value recorded by 
each region. The present study is important in supporting the regulatory environment, in order to attract more FDI, as a 
solution for economic development of specific regions. 
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1. Introduction  
Economic relationship between countries are promoting through investments. Until 2008, when financial 
crisis started, the level of FDI was stable between countries, due to economic growth, investments’ 
liberalization, and an increased number of transnational corporations (UNCTAD, 2009).  
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Economic literature treats the link between FDI inflow and specific characteristic of different countries or 
regions, in order to find the most important factor in attracting FDI.  
One very important topic which got interest in the literature is the spatial connection among businesses. 
The literature (Sweeney and Feser, 2004) presents the most used methods for assessing the spatial distribution 
of business, through several indicators of concentration and spatial association adapted for economic purposes 
(e.g. K-measure, D-measure, G-measure, coefficient of localization). This work can be customized for FDI, in 
order to find the distribution and spatial concentration of FDI within one country or area.  
The paper is organized as follows: section 2 reviews the literature on the relationship between FDI inflow 
and regional determinants in attracting FDI. In section 3, we describe the methodology used, the data and the 
characteristics of selected sample. Section 4 is presenting the main results of the paper, and finally, in section 
5, we present the main conclusions of our research. 
2. Literature review  
In order to analyze the spatial distribution of FDI, we have to understand the factors which lead to this 
distribution. A clear image of this topic is realized by Assunção et al. (2011) research, in which they present a 
comprehensive literature review of main theories regarding FDI location determinants, by explaining the 
geographic distribution of FDI flows worldwide.  
The interdependences between FDI, growth and inequality were analyzed by Basu and Guariglia (2003). 
Using a sample of 119 developing countries, they emphasize that, even if FDI promotes growth by reducing 
the agricultural sector’s share in country's GDP, in the same time FDI can be a source of increase inequality 
between regions and economic sectors. On the other hand, even if other researchers pointed out the positive 
relation between FDI and economic growth, Sylwester (2005) found no link between the FDI levels and 
income inequality for a sample of less developed countries, while Casi and Resmini (2012) emphasize that the 
magnitude of FDI influencing the economic growth is directly affected by the regions characteristics. 
Through a comprehensive study for EU-27, Copenhagen Economics (2006), showed that FDI is very 
important in increasing the technological level of a country and to it more competitive and efficient. They 
emphasize the positive effect of FDI on host country’s productivity, labor demand and economic growth and 
convergence. Even if the political factors are also very important in attracting FDI, their effects differ by 
countries or economic sectors. Countries with good infrastructure, higher educated people and developed 
communication technologies, are preferred for firms which want to invest their capital. 
The main determinants which attract a developed country to invest in another developed country are an 
important topic to analyze. Regarding this aspect, Beer and Cory (1996) investigated the main determinants, 
namely: market size, economic growth, labor cost or taxes, which affected the Unites States’ FDI in the UE. 
In the same time they identify four countries which concentrate the main FDI which comes from U.S.: France, 
Germany, United Kingdom and Netherlands. In the same time it seems that FDI can play a huge role for small 
developing countries in the process of catching-up more developed ones (Pitelis, 2008).  
But researchers did not analyze only the U.S. FDI into UE countries, but also analyzed the U.S. FDI into 
other parts of world. Analyzing this subject, Nwaogu (2012) showed that the previous values of U.S. FDI into 
Africa, Latin America and Caribbean (LAC) affects the current values of FDI in that part of world. Going 
further, the author also highlights the positive effect of FDI and foreign aid on economic growth in Africa.  
In a paper wrote by Casi and Resmini (2011) it is presented the main determinants of FDI distribution 
between EU countries. It is seems that supply is more important than demand, while the countries where other 
firms invested before, are preferred for new FDI. Going further the authors tried to differentiate between the 
performance of a region within a country, and the performance of a country within EU, and the effects on 
attracting FDI. Based on this, they were able to see that the economic performance of a country within EU has 
612   Adina Dornean and Dumitru-Cristian Oanea /  Procedia Economics and Finance  32 ( 2015 )  610 – 617 
a powerful impact on its ability to attract FDI. Moreover, they pointed out that unsuccessful regions in 
successful countries enjoy extra FDI, while successful regions in unsuccessful countries do not (Casi and 
Resmini, 2014).  
The geography and the distance between the countries seem to have a significant influence on FDI level. 
Shatz and Venables (2000) pointed out that the FDI are geographically concentrated, because most 
investments are made close to home country: United States of America in Mexico, European Union in Central 
and Eastern Europe and Japan in Asia.  
Until this point, authors analyzed country’s characteristics affecting FDI inflow, but further some of them 
tried to analyze the same topic but for regions within a country. For Italy, Iammarino and Santangelo (2000) 
pointed out that historical imbalances between regions are affecting FDI distribution. As it is stated in the 
paper, even if as a whole, the Italian economy appears to be well integrated in European Union, the reality is 
that there are two mature regions - Piedmont and Lombardy – and two emerging regions – Veneto and Emilia.  
The same difference between the country as a whole and regions are pointed out by Kokko and Kravtsova 
(2012) for Ukraine case. Their paper show that, even if at country level there is a negative impact of FDI on 
local firms’ productivity, at region level, there are recorded some differences between the west part of the 
Ukraine, where the FDI had a positive impact on productivity and east part, where the FDI does not affect the 
local firms’ productivity.  
In Poland’s case, Chidlow et al. (2009) showed that the main determinants for FDI inflows differ by 
regions. Regarding this, knowledge, market and agglomeration factors are the main determinants for FDI to 
the Mazowieckie region, while efficiency and geographical factors are the main determinants for FDI to the 
other areas of Poland.  
Similar factors affect FDI location in the United Kingdom, as is stated by Fallon and Cook (2010). Their 
paper highlight the importance of markets, efficiency, strategic assets and governance influence in FDI 
distribution, but again there are recorded several differences between the regions (markets – all regions except 
Wales;  efficiency – only South-East region; government policy – all regions except South-East region). 
Going further Bode et al. (2012), highlights that in the United States case, FDI generates positive externalities, 
while domestic firms generate negative externalities.  
Despites market size, in case of Russian regions, the existence of large cities or ports, oil and gas 
availability, and political risks seems to be main determinants for FDI inflow as is stated by paper of 
Ledyaeva (2009). Similar results were found for other countries, such as Vietnam (Anwar and Nguyen, 2010), 
China (Broadman and Sun, 1997), Brazil (Ögütçü, 2002). 
There are several authors who tried to see the link between the FDI inflow for Romanian regions and each 
region’s characteristic. One of this papers which tried to analyze this topic is the paper of Danciu et al. (2010). 
Based on their paper, we can see a disparate distribution of FDI in Romanian regions, and the main 
determinants of FDI distribution: privatization process, economic growth, labor cost, education and 
infrastructure. Moreover, the minimum level of FDI is recorded in regions where agriculture is predominant. 
Going further, Nistor (2012) focused only on the link between FDI inflow and economic growth. The 
paper points out that the process of catching up is very slow, even if the economic development has a positive 
impact on FDI level. In the end, the author advocates the necessity to pay attention where we direct the FDI, 
not only to attract more FDI.  
 Financial crisis was an important event in the financial world, which affected the economy at worldwide 
level. Due to its importance and impact on economy, Popa and Gavril (2014) highlight the impact of financial 
crisis on FDI in Romania, showing a decrease in FDI level in 2009 compared to 2008.  Based on our previous 
research (Dornean et al., 2012), we found that economic growth has a significant and positive influence over 
the level of FDI. A very interesting result is that the link between financial crisis and GDP growth had a 
powerful influence on FDI level. 
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This decline in FDI, caused by financial crisis, has stimulated policy makers to think some reforms in order 
to create investment conditions in Romania so that this will overpass the economic crisis effects.  
3. Methodology 
3.1. The model 
In this paper we use the same methodology used in our previous work, namely the Eclectic Paradigm or 
OLI (Ownership, Location and Internalization) discussed in 1997, and described very detailed by Assunção et 
al. (2011). Through our model, we want to capture the impact of four main determinants within the most 
important Romanian regions: infrastructure, human capital, economic stability and production costs. The main 
model used in our paper is given by Equation (1).  
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where FDIi,t - the level of FDI for region i and year t as percentages from total FDI of Romania; 
Infrastructurei,t - capture the effects of infrastructure improvements made by each region. The proxy for this 
variable is represented by the increase of the number of kilometers of modernized road by each region i in 
year t; Human_capitali,t – the effect of human capital on the level of FDI. In this case the proxy is represented 
by the ratio between the total number of graduated persons and total numbers of enrolled persons for region i 
in year t; Economic_stabilityi,t – is showing the impact of the economic stability on FDI level, and it will be 
measured based on unemployment rate of region i and year t; Production_costsi,t – highlights the impact of 
cost on FDI level. The proxy for this determinant will be the yearly increase of the net salary for each region i; 
Į0, Į1, Į2, Į3 and Į4 - the model’s parameters and İi,t - error term. The model will be estimated using last 
square method (LS) based on panel data.  
3.2. Data and descriptive statistics 
Data for all variables are available on the National Institute of Statistics web site, except the FDI values for 
period 2008 – 2012, which can be found on the National Bank of Romania. For the variables used into 
analyzes we will use data for the period 2006 – 2012. We collected the data for the eight regions as it is 
presented by the National Institute of Statistics, namely: Bucharest, Central, North-East, North-West, South, 
South-East, South-West and West. 
If we look at the figure 1, we can see that Bucharest area has attracted the highest value of FDI. From a 
total FDI of 342,914 million EUR between 2006 and 2012 attracted by Romania, 214,614 million EUR was 
recorded only by Bucharest area, which means approximately 63% from the total. The discrepancies between 
Bucharest region and the others are huge, if we take into account that on the second place is Central region 
which attract only 8% from the total FDI during the period of 2006 – 2012 (26,698 million EUR, eight times 
less than Bucharest).   
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Fig. 1. FDI distribution within regions for the period 2006-2012 (% from the total FDI) 
Table 1: Descriptive statistics 
Variable Mean Median Max. Min. Std. Dev. Skewness Kurtosis 
Average series 
 
       
FDI (% from total) 12.50 6.03 64.34 1.19 19.27 2.23 6.05 
Km of modernized road (% 
increase) 
4.49 3.75 22.17 -13.94 6.15 -0.05 5.24 
Net salary increase (%) 10.38 6.19 30.97 -1.67 8.94 0.45 1.79 
Graduate (% from total) 16.42 16.04 21.70 12.75 1.84 0.61 3.88 
Unemployment (%) 5.62 5.85 10.40 1.60 2.19 0.03 2.32 
GDP growth (%) 11.68 11.75 34.93 -7.36 9.20 0.03 2.18 
University graduate (% 
from total students) 
24.24 24.79 34.26 13.85 4.20 -0.31 3.33 
Region level 
series 
FDI (% from total)  FDI (million EUR)  FDI increase (%) 
 
 Mean Max. Min.  Mean Max. Min. Mean Max. Min. 
 
Bucharest 
Central  
North-East 
North-West 
South  
South-East 
South-West 
West
62.77 
7.79 
2.19 
4.38 
7.04 
6.24 
3.29 
6.31 
64.34 
8.50 
2.99 
4.76 
7.36 
7.69 
4.12 
7.63 
60.65 
7.41 
1.19 
3.88 
6.46 
5.39 
2.51 
5.38 
 30,659 
3,814 
1,118 
2,146 
3,466 
3,014 
1,629 
3,139 
35,859 
4,625 
1,767 
2,814 
4,230 
3,551 
2,068 
4,510 
22,205 
2,559 
411 
1,570 
2,228 
2,448 
938 
1,948 
-0.90 
4.04 
16.38 
0.00 
0.78 
-3.21 
9.39 
5.07 
1.15 
21.30 
48.17 
9.36 
6.55 
27.14 
63.88 
15.06 
-2.55 
-12.80 
-16.21 
-10.15 
-5.09 
-25.54 
-22.08 
-2.68 
 
Despites the fact that Bucharest region has the higher value of FDI from Romania, it seems that North-East 
region has the higher increase of FDI during the analyzed period. Investors see the new opportunities in other 
areas, and try to use them, that why there are 6 regions recording a higher increase of FDI compared to 
Bucharest region.   
4. Results 
Through our analysis we want to identify the main impact of four categories of factors, namely: 
infrastructure (facilitates the transport and access between area and countries), production costs (all investors 
are looking to produce in that region where the work force is cheapest), human capital (available trained 
people it considered to be a plus for any region or countries, when attracting FDI) and economic stability, 
615 Adina Dornean and Dumitru-Cristian Oanea /  Procedia Economics and Finance  32 ( 2015 )  610 – 617 
which is denoted by the region GDP increase or unemployment percentage.  Further, we estimated several 
regression models for period 2006 – 2012, which are summarized in table 2. 
Our findings suggest that human capital and economic stability have a higher impact on FDI level. When 
we are referring to human capital, it seems that for Romanian regions the most important is the fact to have 
graduated person, but not necessary to have persons who graduate the university. Due to fact that the number 
of students who graduate the university does not affect the FDI level we can see that for the moment the main 
direction of investments are represented by production activities, which does not necessary requires highly 
trained people. These statements are reinforced by the facts presented in the NBR publication (NBR, 2013) 
regarding the FDI level for 2012, in which it is stated that the FDI were channeled primarily to manufacturing 
(31.3%), financial intermediation and insurance (18.5 %), trade (11.4 %), and construction and real estate 
transactions (9.2 %). 
Table 2: Regression models estimated 
Main determinant Proxy variable Basic model Model 1 Model 2 Model 3 
 Constant 
-0.3791**
(0.1855) 
-1.0309***
(0.1867) 
0.4732***
(0.1337) 
-0.2973 
(0.1925) 
Infrastructure Km of modernized road (% increase) 
0.4413*
(0.2618) 
0.4700
(0.3286) 
0.4677
(0.3257) 
0.5271** 
(0.2591) 
 
Production costs Net salary increase (%) 
-0.6751***
(0.2055) 
-0.6354
(0.4620) 
-0.5023*
(0.2501) 
-0.4789 
(0.3614) 
 
Human capital 
Graduate (% from total) 
5.0491***
(0.9832) 
7.0056***
(1.1648) 
 5.7733*** 
(1.0783) 
 
University graduate (% 
from total students) 
  0.1934
(0.4842) 
-0.8388 
(0.4261) 
 
Economic stability 
Unemployment (%) 
-4.8843***
(0.8796) 
 
 
-6.4734***
(1.0264) 
-4.6412***
(0.9471) 
 
GDP growth (%)  0.4371(0.4371) 
 -0.3026 
(0.3631) 
R-squared  0.6453 0.4415 0.4635 0.6746 
R-squared (adjusted)  0.6175 0.3977 0.4214 0.6347 
                     a 
– (standard errors in parentheses) 
                     * , **  , *** 
- Indicates significant at the 0.1 level, 0.05 level and 0.01 level    
 
Regarding the economic stability, it seems that the unemployment rate has a higher impact on FDI level 
than each region GDP growth. In the same time, the increase in net salary is negatively affecting the FDI 
level, while the increase of the kilometers of modernized road is positively affecting the FDI level.  
Despite the fact that when we tried to estimate several types of model, we see that some of variables 
become insignificant, all of them maintain the impact direction: Km of modernized road (positive effect), net 
salary increase (negative effect), graduate (positive effect), university graduate (positive effect), 
unemployment (negative effect) and GDP growth (positive effect) 
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5. Conclusions  
In order to contribute to existing literature, we have analyzed the impact of the main determinants on FDI 
level for the eight regions of Romania. The results show that the human capital and economic stability has the 
highest impact on FDI level within one region.  
Even if the number of students who graduate the university does not affect the FDI level we saw that the 
total number of graduated persons is affecting FDI level, due to the fact that in Romania FDI were channeled 
primarily to manufacturing, financial intermediation and insurance, trade, construction and real estate 
transactions, which don’t  necessary requires highly trained people. 
Unemployment rate has a higher impact on FDI level than GDP growth per region, while net salary 
increase is negatively affecting the FDI level. Moreover we were able to see that an increase in the kilometers 
of modernized road is positively affecting the FDI level.  
Taking into account our findings, we can say that the most viable methods to improve the level of FDI in a 
specific region are to improve human capital (to raise the number of graduated persons) and to assure 
economic stability through a reasonable GDP growth. 
The regression model might have some limitations due to the small size of the sample, only 7 annual 
observations for a sample of 8 regions, over the period 2006-2012. Further studies can replicate our analysis 
using a different sample of data in order to identify if there are some special characteristics of selected regions 
which might affect the distribution of FDI by economic activities within one region.  
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